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SUMMARY  OF  REPRESENTATIONS  MADE 

BY  THE  INDEPENDENT  OIL  &  GAS 
PRODUCERS  IN  TURNER  VALLEY,  RE 
PETROLEUM  &  NATURAL  GAS  CONSER¬ 
VATION  ACT  1938. 
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SUMMARY  OF  REPRESENTATIONS  MADE 
BI  THE  INDEPENDENT  OIL  &  GAS 
PRODUCERS  IN  TURNER  VALLEY,  RE 
PETROLEUM  &  NATURAL  GAS  CONSER- 
VATION  ACT  1938: 

The  oil  industry  is  Alberta1 s  second  greatest  industry.  Oil, 
in  the  form  of  refined  products,  gasoline  and  diesel  fuel,  is  a  coramero- 
ial  necessity. 

Alberta  has  been  blessed  with  one  productive  and  Valuable  field  in 
Turner  Valley.  The  discovery  and  development  of  this  field,  together  with 
the  fields  in  the  adjoining  State  of  Montana,  have  provided  a  supply  of  oil 
products  at  reasonably  fair  prices  to  the  farmers  in  Alberta  and  Western 
Canada  in  General. 

In  dealing  then  with  any  legislation  in  respect  to  the  Turner  Valley 
field,  or  any  other  field  in  Alberta,  the  Government  must  give  careful  consid¬ 
eration  to  the  ultimate  effect  of  such  legislation  on  the  welfare  of  the 
people  of  the  Province.  Every  precaution  should  be  taken  to  see  that  the 
development  of  this  great  industry  shall  not  be  retarded  or  restricted  for  the 
benefit  of  a  few  Companies  to  the  detriment  of  the  people  as  a  whole  or  of  the 
people  who  have  invested  their  resources  in  the  smaller  developing  and  produc¬ 
ing  companies. 

Oil  was  discovered  in  Turner  Valley  in  1914,  but  commercial  produo- 
tion  of  value  was  not  obtained  until  1924  when  the  Royalite  No.  4  well  was  com¬ 
pleted.  This  well,  it  has  been  stated,  has  produced  oil  of  a  greater  total 
value  than  any  known  individual  well  in  the  history  of  the  industry.  This  well 
was  drilled  by  the  Royalite  Oil  Company,  a  subsidiary  of  the  Imperial  Oil 
Limited,  and  was  the  last  pioneer  well  wholly  financed  by  the  Imperial  Oil 
Company.  From  that  date  to  this  individually  financed,  or  so  called  indepen¬ 
dent,  companies  have  led  the  way  in  the  development  of  the  Turner  Valley  field 

The  Turner  Valley  Royalties  well  was  the  pioneer  well  in  opening  up 
the  new  southern  area  of  the  field  and  independent  wells  have  developed  that 
area  to  th.»  31st  day  of  October  of  this  year,  when  the  Okalta  6  well  was  com¬ 
pleted  on  the  extreme  western  flank  of  the  field.  It  is  significant  that  this 
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well  (Okalta  6),  the  deepest  well  ever  drilled  in  the  British  Empire,  was  drilled 
by  an  independent  company,  financed  by  individual  shareholders  of  Western  Canada 
without  the  assistance  and  encouragement  of  any  of  the  so  called  major  companies, 
which  benefit  greatly  from  the  results  obtained  but  have  not  to  any  large  ex¬ 
tent  shared  the  risks  of  obtaining  such  production.  This  has  been  the  policy 
of  the  major  companies  from  1924  to  the  present  time. 

The  great  value  of  this  field  to  the  Province  has  been  proved  by  the 
simple  fact  that,  in  the  first  nine  months  of  this  year,  it  produced  5,174*675 
barrels  of  oil,  of  a  value  of  approximately  $6,200,000.00,  and  in  addition  pro¬ 
vided  fuel  and  power  for  the  cities  and  towns  of  Southern  Alberta. 

From  time  to  time  the  question  of  conservation  of  the  gas  in  the  field 
has  been  before  the  authorities  of  this  Prov  ince.  Two  reasons  for  conserv¬ 
ation  are  advanced,  namely: 

(a)  To  conserve  the  gas  as  a  fuel  and  power  for  the  City  of 
Calgary  and  the  municipalities  of  Southern  Alberta;  and 

(b)  To  conserve  the  gas  as  a  means  of  lifting  the  crude  oil 
to  the  surface. 

Every  consideration  of  conservation  of  the  gas  inevitably  has  led  up 
to  the  fact  that  equitable  and  fair  conservation  cannot  be  obtained  until  the 
monopoly  contract  in  effect  between  the  Canadian  Western  Natural  Gas,  Light, 

Heat  and  Power  Company  Ltd.  and  the  Royalite  Oil  Company  has  been  varied,  to 
allow  the  marketing  of  the  gas  produced  by  other  wells  than  those  owned  and 
operated  by  the  Royalite  Oil  Company.  The  same  consideration  must  be  applied 
to  a  restriction  on  the  production  of  crude  oil  wells  for  the  purpose  of  con¬ 
serving  the  gas,  in  view  of  the  fact  that  the  gas  when  conserved  is  also  being 
conserved  for  the  use  and  benefit  of  the  Royalite  Oil  Company,  in  respect  to 
its  fuel  sales  to  the  Gas  Company  as  above  mentioned. 

The  whole  question  of  conservation  in  the  Turner  Valley  field  was 
argued  before  the  legislature  of  the  Province  in  1932.  Every  problem  connected 
with  the  field  was  studied  by  American  experts  and  carefully  considered  by  a 
Conservation 'Board  composed  of  Mr.  A.  A.  Carpenter  and  Dr.  R.  C.  Wallace.  In 
the  li^ht  of  the  problems  and  conditions  disclosed  by  the  independent  operators. 
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a  strict  conservation  program  was  not  enforced,  but  a  reasonable  and  justifi¬ 
able  compromise  was  arrived  at  under  the  lease  regulations. 

The  major  result  of  all  of  the  discussions  in  1930,  1931  and  1932 
was  that  the  problems  (which  must  be  considered  in  connection  with  the  fair 
treatment  of  all  of  the  parties  interested  in  Turner  Valley)  were  made  appar¬ 
ent  as  follows: 

1.  Variation  of  the  monopoly  contract  as  between  the  Gas  Company  and  the  Roy- 
alite  Oil  Company,  for  the  benefit  of  all  of  the  producers  of  gas  in  the  field; 

2.  Either  the  sale  of  the  gas  out  of  the  Province  to  other  markets  in  Western 
Canada  and  the  northern  United  States;  or 

3.  A  re-pressuring  program  which  would  mean  the  return  of  the  surplus  gas  to 
the  structure,  to  be  again  utilized  as  a  lifting  agent  and  held  in  the  natural 
reservoir  for  fuel  and  power  purposes. 

With  these  problems  apparent  to  anyone  who  knows  anything  of  the 
history  of  Turner  Valley,  the  Department  of  Lands  and  Mines  caused  the  Govern¬ 
ment  to  enact  the  Petroleum  and  Natural  Gas  Conservation  Act  of  1938  and  follow¬ 
ing  this  a  Board  was  appointed  which,  it  is  respectfully  submitted,  is  not  con¬ 
stituted  so  as  to  inspire  the  confidence  of  those  independent  operators  in 
Turner  Valley  who  have  pioneered  the  development  of  the  field. 

We  find  that  the  principal  result  from  the  operation  of  the  Conser¬ 
vation  Act  is  not  conservation  at  all  but  is  pro- ration,  which  will  result  in 
the  major  oil  companies  obtaining  control  of  the  production  and  development  of 
the  Turner  Valley  field. 

It  is  submitted  that  the  enforcement  of  pro- ration,  as  part  of,  or 
in  connection  with,  the  Conservation  Act,  is  not  in  the  best  interests  of  the 
oil  industry  and  the  people  of  the  Province  of  Alberta.  We  submit  further: 

1.  That  pro-ration  of  crude  petroleum  production  is  not  necessary  or 

proper  to  prevent  the  waste  of  gas  or  to  relieve  economic  distress  of  any  part¬ 
icular  operator  or  group  of  operators  in  the  field  and  that  the  result  of  pro- 
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ration  as  enforced  by  the  Government  would  be: 


(a)  It  would  prevent,  or  greatly  delay,  further  development  of  the  potent¬ 
ially  productive  oil  lands  situated  in  the  fields  affected; 

(b)  It  would  discourage,  if  not  entirely  prevent,  the  drilling  of  "wildr- 
cat"  test  wells  on  geological  structures  regarded  as  promising  for  oil 

and  gas  production.  The  oil  industry  is  in  its  infancy  in  this  Prov¬ 
ince  and,  in  the  opinion  of  the  independent  operators,  development  of 
known  producing  areas,  as  well  as  prospecting  in  non-proven  areas, 
should  be  encouraged  until  such  time  as  oil  production  actually  exceeds 
existing  and  potential  markets  and  adequate  reserves; 

(c)  It  would  retard,  if  not  actually  prevent,  the  construction  of  new  re¬ 
fineries  and  the  enlargement  of  refineries  now  in  operation. 

(d)  It  would  tend  to  effect  and  perpetuate  monopoly  by  major  companies  of 
the  production,  transportation,  refining,  and  marketing  of  crude  pet¬ 
rol  eum  in  Alberta  and  neighboring  territory,  and  would  allow  major 
companies  to  dominate  crude  oil  production  and  marketing  to  the  disad¬ 
vantage  of,  and  possible  destruction  of,  independent  oil  producers  and 
refiners. 

(e)  It  would  force  Alberta  producers  and  refiners  to  compete,  under  the 
handicap  of  Provincial  pro-ration  with  crude  oil  and  its  products  pro¬ 
duced  in  states  and  countries  contiguous  to  Alberta  where  there  is  not, 
and  never  has  been,  and  where  they  may  never  be,  any  control  of  prod¬ 
uction  assumed  by  the  State  or  Government,  and  from  which  crude  oil  and 
its  products  may  be  imported  into  Alberta  and  sold  here  with  the  advan¬ 
tage  of  non-payment  to  the  Province  of  Alberta  of  taxes  on  crude  oil. 


We  therefore  respectfully  submit,  briefly  and  without  using  technical  express¬ 
ions,  the  following  facts  in  respect  to  the  operations  of  the  Conservation  Board 
and  the  results  thereof: 


1.  The  Conservation  Board  was  constitued  under  the  terms  of  the  Act  with 

powers  to  hold  investigations  for  the  purpose  of  obtaining  all  the  information 
pertaining  to  the  operations  of  all  companies  in  the  Turner  Valley  field.  Never¬ 
theless  the  Board  has  not  at  any  time,  made  reasonable  and  sufficient  inquiry 
direct  from  the  independent  oil  companies  as  to  their  operations  in  the  field. 

The  Board  apparently  has  not  at  any  time,  obtained  evidence  of  the  amount  in¬ 
vested  by  the  independent  companies  in  their  wells  in  general  or  in  particular 
wells,  or  the  amount  of  investment  that  has  been  recovered  therefrom,  and  the 
amount  of  incomes  required  to  properly  operate  the  undertakings  of  the  companies 
in  the  field  from  time  to  time.  Nor  has  the  Board  made  a  thorough  and  effective 
inquiry  direct  to  the  officers  and  engineers  of  the  independent  companies  to 
ascertain  what  the  views  are  of  such  officials  in  respect  to  Conservation  and 
Proration  of  any  particular  wells  operated  by  the  companies. 


2. 


The  Board  has  issued  several  orders  which,  under  the  terms  of  the 
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Conservation  Act,  purport  to  have  the  force  of  a  law  as  if  enacted  by  the  Legis¬ 
lature  itself.  The  first  order  issued  by  the  Board  purported  to  deal  with  the 
restrictions  of  the  production  of  crude  oil  wells,  basing  the  allowable  product¬ 
ion  of  each  well  on  a  complicated  and,  it  is  submitted,  an  inequitable  formula. 

The  second  order  issued  by  the  Board  dealt  with  the  production  of  what 
the  Board  termed  gas  wells,  that  is,  wells  having  the  gas  oil  ratio  of  more  than 
31,000  cubic  feet  of  gas,  to  1  barrel  of  oil.  This  order  restricted  the  prod¬ 
uction  of  gas  by  such  gas  wells  to  approximately  40,000,000  cubic  feet  per  day, 
of  which  amount,  the  Royalite  Company  Wells  produced  approximately  32,000,000 
cubic  feet. 

The  above  order  dealing  with  the  production  of  gas  from  gas  wells  was 
to  become  effective  on  September  14,  but  at  the  request  of  the  independent  gas 
producers,  the  order  was  postponed  until  October  15th,  and  is  at  the  present 
time  presumed  to  be  in  effect. 

The  Board  has  from  time  to  time,  varied  the  terms  of  the  crude  oil 
orders  by  reducing  the  amount  of  oil  allowed  to  be  produced  by  all  of  the  wells 
in  the  Valley,  per  day,  the  purpose  being  to  restrict  the  amount  of  production 
from  time  to  time  to  the  total  market,  which  by  the  orders  of  the  Board,  was 
available  for  the  sale  of  the  production.  These  operations  were  made  without 
due  inquiry  from  the  individual  independent  producers  of  oil,  as  to  the  possible 
markets  which  were  available  to  them,  and  it  is  submitted  without  due  investr- 
igation  of  the  probable  markets  of  the  production  of  Alberta  oil  in  Alberta  and 
Saskatchewan. 

Dealing  with  the  undeniable  results  of  the  enforcement  of  these  orders 

we  submit: 


1,  That  the  order  with  respect  to  the  gas  wells  will  result  in  the  ab¬ 
sorption  plant,  erected  at  a  cost  of  approximately  $500,000.00  by  the  Gas  and 
Oil  Products  Company,  being  unable  to  operate. 

2.  The  orders  were  so  framed  that  there  will  be  no  revenue  whatever  to 
the  owner  of  any  gas  well,  which  is  not  included  in  the  production  taken  by  the 
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Royalite  Oil  Company  and,  as  before  noted,  the  Board  has  allowed  the  Royalite 
wells  to  produce  32  million  cubic  feet  per  day,  sufficient  to  supply  the  Gas 
Company  market. 

3.  The  inevitable  result  therefore  of  this  order  is  that  the  investment 

of  the  independent  companies  in  the  so  called  "gas  wells"  is  absolutely  destroy¬ 
ed  and  the  gas  that  can  be  produced  by  these  wells  has  been  stored  for  the 
advantage  of  the  Royalite  Oil  Company,  in  obtaining  the  same  in  future  years 
for  sale  to  the  Gas  Company. 

4*  The  Board  did  not  give  due  consideration  to  the  rights  of  the  owners 

of  the  independent  wells.  The  policy  of  the  Board,  from  the  views  expressed 
by  the  members  thereof,  apparently  is  that  the  owners  of  these  wells,  must  treat 
their  investments  in  the  wells  closed  down  by  the  Board's  order,  as  if  the  wells 
were  drilled  in  as  dry  holes.  In  other  words  their  investments  should  be  con¬ 
sidered  lost,  even  though  there  was  in  a  fact,  a  valuable  and  productive  well 
in  existence. 

5.  Notwithstanding  the  closing  in  of  the  gas  wells  to  a  restricted  flow 
of  approximately  40  million  cu.  ft.  per  day,  the  Board  has  allowed  the  produc¬ 
tion  of  approximately  90  million  cu.  ft.  of  gas  per  day  from  the  crude  oil 
wells  to  continue;  gas  for  which  there  is  no  market  provided  by  the  Board  and 
which  is  wasted  under  the  definition  of  "waste"  adopted  by  the  Board. 

6.  On  issuing  the  crude  oil  orders  the  Board  has  not  taken  into  account 
the  market  obtained  for  individual  wells,  with  the  result  that  these  wells  have 
not  been  able  to  supply  the  market  which  they  have  obtained,  in  competition 
with  all  producers  in  Alberta  and  Montana,  and  the  purchasers  from  these  oper¬ 
ators  in  view  of  the  policy  of  the  Board,  have  made  their  contracts  to  purchase 
oil  from  Montana,  to  the  detriment  of  the  Alberta  producers  and  the  Alberta 
Government. 

7.  It  is  submitted  that  the  orders  as  drawn  have  no  proper  technical 

V 

basis  and  do  not  effect  conservation  in  any  sense  of  the  word.  The  result  of 
the  enforcement  of  the  orders  is  that  the  waste  of  energy  per  barrel  of  oil 
recovered  from  the  field  has  been  immeasurably  increased  and  the  amount  of  oil 
to  be  produced  per  well  in  ultimate  recovery  has  been  decreased. 
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A  typical  example  of  the  results  of  the  Board’ s  orders  and  the  en¬ 
forcement  of  the  same  is  found  in  the  Mo  del- Spooner- Reward  No.  1.  Well.  Prior 
to  the  date  upon  which  the  orders  of  the  Board  were  enforced,  the  gas/oil  ratio 
of  this  well  was  approximately  23,000  cu.  ft.  of  gas  to  1  barrel  of  oil.  Upon 
enforcement  of  the  Board' s  order  of  pro  ration  the  gas/oil  ratio  increased  to 
55,000  cu.  ft.  of  gas  to  1  barrel  of  oil  —  twice  the  amount  of  gas  being 
wasted  as  necessary.  Due  to  the  particular  situation  of  this  well  in  the  field, 
the  well  would  be  and  is  permanently  damaged  by  enforcement  of  proration. 

Following  thirty  days  operation  under  partial  pro ration,  the  gas/oil 
ratio  was  permanently  increased  to  more  than  30,000  cu.  ft.  of  gas  to  1  barrel 
of  oil  and  the  Conservation  Board  then  classified  it  as  a  "gas  well"  and  order¬ 
ed  the  well  to  be  closed  in;  without  any  regard  whatsoever  to  the  following 
factors: 

(a)  The  right  of  the  owners  to  be  heard  in  respect  to  the  necessity  or 
otherwise  of  the  Board's  order. 

(b)  The  right  of  the  owners  to  compensation. 

(c)  The  fact  that  the  production  of  the  well  could  be  sold  at  a  premium 
in  the  Province  of  Saskatchewan,  and  in  the  event  the  oil  was  not  sold  in  the 
Province  of  Saskatchewan  the  purchaser  would  obtain  his  supply  from  the  State 
of  Montana  and  would  be  permanently  out  of  the  market  for  Alberta  oil. 

(d)  What  constructive  methods  may  be  found  to  provide  for  the  use  of  the 
production  from  the  well. 

The  variation  by  the  Conservation  Board  of  the  allowable  production 
from  time  to  time  has  created  so  much  uncertainty  in  the  minds  of  the  Purchasers 
of  oil  that  the  producers  are  unable  to  obtain  long  term  contracts  upon  which 
to  base  their  future  operations  and  continue  development  of  the  field. 

The  variation  of  the  allowable  production  creates  in  the  minds  of 
prospective  investors  in  new  companies  in  Turner  Valley  such  confusion  that 
investors  cannot  make  reasonable  forecasts  of  the  returns  that  may  be  expected 
from  the  drilling  of  wells,  and  therefore  the  development  of  the  field  is  cur- 
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tailed  and  will,  in  the  future,  be  entirely  abandoned,  except  for  such  devaL- 
opment  as  the  major  companies  may  consider  in  their  interests  to  be  advisable. 

Notwihstanding  the  almost  mandatory  wording  of  the  Conservation  Act, 
the  Conservation  Board  has  not  made  provision  for  compensation  to  the  companies 
which  are  entirely  prevented  from  obtaining  revenue  from  their  investments, 
either  by  compensation  for  total  closing  in  of  the  wells  or  by  apportioning 
to  them  a  part  of  the  possible  market  for  the  gas  and  crude  oil. 

The  Conservation  Board,  further,  has  not  taken  any  steps  to  invest¬ 
igate  the  possibility  of  returning  the  gas  produced  to  the  producing  horizon 
where  it  could  be  stored  and  used  again  as  a  lifting  agency  and  for  fuel  and 
power.  The  Conservation  Act  as  drawn  contains  provisions  authorizing  the  Con¬ 
servation  Board  to  take  very  antive  measures  to  obtain  this  result,  but  the 
Board  has  apparently  completely  ignored  its  duty  in  this  regard. 

It  cannot  be  too  greatly  emphasized  that  the  inevitable  result  of 
the  policy  of  the  Department  of  Lands  and  Mines  and  the  Conservation  Board 
will  be  that  the  independent  companies  operating  in  Turner  Valley  will  grad¬ 
ually  be  hampered  and  restricted  in  the  production  which  they  can  obtain,  and 
the  markets  which  they  can  supply,  to  the  effect  that  they  will  not  be  able 
to  again  carry  on  development  and  foster  the  oil  industiy  in  the  Province. 

The  major  companies  alone  will  have  control  of  the  production  of  the 
field,  which  they  will  have  power  to  divert  to  their  own  refineries,  to  be  man¬ 
ufactured  and  sold  to  the  consumers  in  Western  Canada  at  the  price  which  they 
may  determine.  Any  other  refineries  in  operation  in  Alberta  will  therefore  be 
compelled  to  rely  for  their  supplies  upon  imported  oil  from  the  State  of  Mon¬ 
tana  or  elsewhere  and  be  open  to  the  ruinous  competition  from  the  major  compan¬ 
ies,  which  may  obtain  their  crude  supplies  from  the  field  controlled  by  them. 
Such  a  result,  it  is  submitted,  is  directly  contrary  to  the  professed  aims  and 
policies  of  the  Government. 

Also  inevitably  resulting  from  the  policy  of  the  Conservation  Board, 
the  market  obtained  during  the  year  1938  by  the  producers  of  oil  in  Turner 
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Valley,  in  the  Province  of  Saskatchewan,  will  again  be  lost  to  the  producers 
in  the  State  of  Montana,  due  to  the  fact  that  the  independent  refiner  in  Sask¬ 
atchewan  cannot  be  expected  and  will  not  under  any  circumstances  agree  to 
purchase  its  oil  from  the  major  companies  producing  oil  in  Turner  Valley,  when 
the  same  companies  control  refineries  and  marketing  outlets  in  Saskatchewan, 
in  direct  competition  with  them. 

The  natural  result  of  the  control  of  the  field  by  the  major  companies 
will  be  that  development  will  be  retarded  to  the  pace  that  suits  their  inter¬ 
ests,  with  the  result  that  new  wells  will  not  be  completed,  for  the  obvious 
reason  that  it  may  be  more  profitable  to  the  major  companies  to  import  their 
oil  from  Wyoming  and  Montana,  rather  than  rely  on  production  from  Alberta  which 
they  are  not  compelled  by  competition  to  develop  and  use.  The  oil  will  be  left 
in  the  ground  to  be  taken  out  at  the  wish  and  desire  of  the  major  companies, 
and  the  Turner  Valley  field  will  become  simply  a  cypher  on  a  chart  in  an  office 
in  Toronto  or  New  York,  indicating  that  maybe  in  years  to  come  it  will  be 
profitable  to  produce  oil  in  the  area. 

It  cannot  be  emphasized  too  strongly  that  the  people  in  the  Province 
of  Alberta  cannot  expect  the  major  companies  to  continue  the  development  of 
the  Alberta  oil  resources  for  any  purpose  other  than  a  locally  restricted  mar¬ 
ket,  for  the  reason  that  the  development  of  a  major  oil  field  in  Alberta  will 
mean  that  the  oil  produced  therein  must  be  shipped  to  Eastern  Canada,  or  to 
the  Western  seacoast,  and  there  will  be  in  competition  with  the  oil  produced 
in  South  America  and  in  the  United  States  by  these  same  major  companies  or 
their  parent  or  subsidiary  companies. 

In  order  to  get  Alberta  oil,  wherever  it  may  be  found,  either  in 
Turner  Valley  or  elsewhere,  to  the  world’s  markets  and  provide  the  Province 
of  Alberta  and  the  people  of  this  Province  with  the  benefits  and  advantages  of 
such  a  discover:'-,  independent  producers  must  be  encouraged  to  develop  these 
fields  and  provide  the  oil  for  shipment  out  of  the  Province. 

It  should  be  the  desiro  of  the  Government  to  encourage  in  every  poss¬ 
ible  way  the  investment  of  money  in  Alberta  through  independent  companies,  for 
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the  development  of  this  great  resource,  and  not  to  adopt  the  policy  of 
restricting  development  and  hampering  the  obtaining  of  production  by  the 
independent  companies,  a  policy  which  it  must  now  be  admitted  is  enforced 
by  the  Conservation  Board,  operating  under  the  direct  authority  of  the 
Government,  which  must  accept  the  responsibility  therefor. 
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